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THE  TAXATION  OF 

I 

LIFE  INSURANCE  INTERESTS. 

A Paper  read  before  the  National  Civic  Federation 
Conference  on  Taxation,  Buffalo,  N.Y., 

May  25.  26,  1901. 

BY  FREDERICK  L.  HOFFMAN,  STATISTICIAN  OF  THE  PRUDEN- 
TIAL INSURANCE  COMPANY  OF  AMERICA. 
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This  paper  has  been  prepared  for  the  purpose  of  suggesting-  to  ex- 
perts on  the  suhjeet  of  taxation  a branch  of  inquiiy  which  has  thus  far 
received  but  veiy  little  consideration,  and  which  yet  is  full  of  promise  of 
most  jn’actical  and  far-reaching  results.  The  theory  and  practice  of  in- 
surance taxation  is  usually  ignored  in  the  text-books  on  taxation  and  the 
reports  of  tax  commissioners,  yet  the  taxation  of  insurance  interests  in- 
creases from  year  to  year  until  a point  has  been  reached  where  additional 
burdens  are  likely  to  imperil  the  very  existence  of  the  business. 

To  a large  extent  this  indifference  to  a scientific  study  of  the  ijroblem 
of  life  insurance  taxation  is  due  to  the  fact  that  life  insurance  in  itself  is 
a most  complex  business,  and  taxes  have  been  imposed  rather  in  ignor- 
ance of  the  real  nature  of  the  insurance  contract  than  because  of  any 
well-defined  concei^tion  of  the  abilitj'  of  companies  to  pat'  the  burdens 
levied  upon  the  itolicyholders.  The  discussion  before  tax  commissions 
in  state  legislatures  and  Congress  are  proof  that  to  the  average  legislator 
there  is  but  one  viewpoint  of  the  matter,  and  that  is  the  vast  accumula- 
tion of  assets  held  bj'  companies  for  future  discharge  of  incurred  liabili- 
ties. What  is  seen  is  the  millions  of  dollars  of  funds;  what  is  not  seen 
is  the  immense  liability  charged  against  these  funds;  and  because  of  the 
indilference  to  the  second  i^oint  taxes  are  recklessly  imposed  and  funds 
are  diverted  from  their  proper  purpose  until  a point  has  been  reached 
where  the  returns  to  policyholders  have  diminished,  where  the  cost  of 
insurance  has  been  ihcreased,  where  the  extension  of  the  business  has 
been  made  more  difficult  and  where  the  very  existence  of  the  business  is 
threatened  unless  a radical  change  in  oiiinion  is  brought  about  as  to  the 
proper  scope  and  limits  of  the  taxation  of  life  insurance  interests. 
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taxation  of  life  insurance  interests  involves  the  present  and 
vvelfare  of  a large  and  increasing  proportion  of  our  i)opuIation, 
itiiig  the  most  intelligent,  industrious  and  thrifty  of  our  nation, 
stated,  there  are  to-day  in  this  country  i:>, 000,000  insured  in  crdin- 
industrial  level  premium  companies,  who  pay  annually  in  the 
te  more  than  $000,000,000  in  premiums.  Of  this  vast  sum,  repre- 
an  almost  inconceivable  amount  of  j)i*udence  and  self-denial, 

0 is  paid  to  the  national  government,  the  state  or  the  mimici- 
n taxes  or  license  fees  of  one  form  or  another,  lii  other  words, 
wery  $100  collected  in  life  insurance  premiums,  $2.22  is  paid  to 
e in  taxes;  oi%  if  we  consider  the  payments  made  to  iJolicyholders, 
low  exceed  $100,000,000  per  annum,  $4.10  is  paid  to  the  slate  in 
)r  every  $100  paid  to  the  beneficiaries  of  life  insurance  policy- 

t is  true  of  the  general  theory  and  jiractice  of  taxation  in  this 
er  countries  tliat  “It  will  be  dilficiilt  to  find  in  the  whole  realm 
ical  economy  a subject  more  generally  misconceived,  more  dis- 
by  false  views,  more  degraded  by  a partial  study;”  this  is  espe- 
ue  of  that  branch  of  the  subject  which  relates  to  the  taxation  of 
irance  interests.  It  is  not  going  too  far  wlieii  it  is  maintained 
‘ who  have  given  some  thought  to  the  subject,  that  life  insurance 
•onntry  is  to-day  one  of  tlie  most  heavily  taxed  institutions  mak- 
ctly  for  the  welfare  of  the  population  and  for  the  diminution  of 
iiirdens  wiiich  ctlierwise  would  have  to  be  provided  for  by  taxes 
her  interests.  AVliile  erroneous  views  on  this  subject  are  due  in 
measure  to  the  intricate  nature  of  the  life  insurance  business, 

; more  largely  due  to  the  fact  that  the  vast  accumulations  of  life 
‘e  companies  rejiresent  an  exceptional  opportunity  for  the  impo- 
f taxes  and  the  certainty  of  their  collection, 
utmost  publicity  is  given  to  all  the  essential  facts  pertaining  to 
[ness;  the  amounts  of  premiums  collected,  the  amounts  of  divi- 
aid,  the  amounts  of  assets  and  of  surplus  accumulated,  are  given 

1 the  annual  statement  of  the  companies  to  the  different  insurance 
ents,  Nothing  is  of  more  common  occurrence  tlian  on  occasion  of 
ed  for  additional  revenue  to  jilace  an  additional  tax  upon  life  in- 
interests, and  yet  it  requires  but  a brief  consideration  of  the  real 
involved,  of  the  real  nature  of  the  business,  to  make  it  clear  to 
ee  from  bias  or  prejudice  that  the  taxes  upon  life  insurance  are 
pon  prudence,  a tax  upon  thrift,  a tax  upon  a businesis  which 
•e  free  from  all  burdensome  restrictions  to  enable  it  to  develop  and 
id  to  the  higliest  degree  of  possible  usefulness. 

! one  of  the  most  common  errors  in  the  theoi’y  of  life  insurance 
to  assume  that  life  insurance  itself  represents  capital.  Now, 
as  1 understand  it,  is  realized  wealth,  while  life  insurance  is 
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merely  a jironiise  to  pay  a certain  sum  in  the  event  of  the  occurrence  of 
a contingency  provided  for  in  the  policy.  Life  insurance  is  a present 
means  of  obtaining  a certain  advantage  over  an  uncertain  event,  and  it  is 
on  this  ground,  though  not  on  this  ground  alone,  that  life  insurance  or 
the  premiums  paid  for  insnram^e  protection  should  not  be  considered  a 
subject  of  taxation.  If  we  inquire  into  the  objects  and  nature  of  life  in- 
surance and  the  relation  of  life  insurance  to  the  state,  we  find  that  the 
primary  object  of  this  form  of  thrift  is  to  provide  for  dependents,  for 
widows  and  orphans,  which  but  for  such  provision,  in  the  majority  of  in- 
stances, would  become  charges  or  wards  of  the  state.  By  ju.st  so  much 
as  this  is  avoided,  by  just  so  much  as  women  and  children  are  made  inde- 
])endent  of  such  assistance,  the  revenue  of  the  nation,  or  of  the  state,  is 
relieved,  and  can,  therefore,  be  devoted,  and  is  devoted,  to  the  develop- 
ment of  other  interests  affecting  public  welfare.  In  view  of  this  point, 
it  is  clear  that  life  insurance  should  not  be  a subject  of  taxation,  but 
rather  to  the  contrary,  as  a means  of  diminishing  public  burdens,  it 
should  in  all  respects  receive  the  generous  consideration  of  the  state. 

The  political  or  economic  justification  for  a tax  on  life  insurance  is 
111  harmony  with  the  theory  advanced  by  INrcCulloeh  that  “it  is  easily 
assessed  and  eollected,”  but  it  is  contrary  to  his  conception  of  an  equitable 
tax,  in  that  it  is  not  “at  the  same  time  conducive  to  public  interests.” 
^fore  than  a century  ago  the  subject-matter  of  life  insurance  taxation 
was  carefully  considered  by  IMr.  Pitt  in  the  framing  of  the  English  in- 
come tax  bill  in  1798,  and  it  may  not  be  out  of  place  for  me  to  repeat  the 
language  then  used,  and  which  is  as  a]>plicable  to  the  point  at  issue  as  if 
it  had  been  advanced  to-day.  Under  the  English  income  tax  law  of  1798 
incomes  were  exempted  from  the  payment  of  the  tax  to  the  extent  of 
the  premiums  paid  on  their  life  insurance.  In  defending  this  clause  ^fr. 
Pitt  said  as  follows:  “There  is  one  case  which,  with  a view  to  that  class 
wlio  are  really  willing  to  save  for  the  benefit  of  others  for  whom  they 
are  bound  to  provide,  makes  some  modification.  It  is  in  favor  of  those  who 
liave  recourse  to  that  easy,  certain  and  advantageous  mode  of  providing 
for  their  families  by  assuring  their  lives.  In  this  bill,  as  in  the  assessed 
taxes,  a deduction  is  allowed  for  what  is  paid  on  this  account.”  This 
early  recognition  of  the  intimate  relation  between  life  insurance  and 
public  welfare  is  of  more  than  passing  significance.  Life  insurance  in 
England  was  then  in  its  very  infancy,  but  even  at  that  stage  the  good 
results  likely  to  follow  its  universal  extension  had  become  manifest.  It 
was  brought  out  in  the  evidence  submitted  to  a special  committee  on  as- 
surance associations  in  1853  that  in  consequence  of  this  exemption  from 
taxation,  life  insurance  in  England  had  made  material  advances,  a )Kir- 
tion  of  A\liich  at  least  was  directly  attributed  to  the  relief  from  taxation. 
Of  one  otfice,  the  Equitable  (London),  it  was  stated  in  the  evidem'e  that, 
while  during  the  ten  years  preceding  the  passage  of  this  act  the  increase 
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in  busii  ess  had  been  but  the  increase  during  the  decade  follow- 

ing* the  passage  of  tlie  income  tax  hnv,  relieving:  assurance  associations 
from  tl  e j:)ayment  of  that  tax,  had  been  $20,000,000.  Tlie  j)rinci])le  laid 
down  i i 179S  has  remained  tlie  la^^■  of  Eng'land  to  the  present  time,  and 
there  i:  no  tax  u])on  life  insurance  in  any  form,  except  a small  stamj) 
tax  up  >n  policies,  wliicli  lias  ])ractical]\'  no  financial  importance,  tlie 
amounts  annually  paid  on  this  account  being*  so  small  that  the  sums  are 
include  1 in  the  com])anies'  expense  ac<*ount  under  ])ostag*e  expenditures. 

Tin  ]>rinciple  of  non-taxation  of  life  insurance  in  Eng’land,  as  laid 
down  br  [Nfr,  Tirt  in  179S,  has  been  frequently  re-affirmed  in  the  works  of 
recog’ni'ed  autliorities  on  economics  and  finances.  A tax  on  insurance, 
according*  to  ^fill,  as  stated  in  his  “Princijfies  of  Political  Economy," 
“is  a di  *ect  discouragement  of  prudence  and  forethouglit,”  and  this  view 
is  praci  ically  accc])ted  by  ArcCulloch,  who  even  more  forcibly  expressed 
himself  to  the  point  that  a tax  on  insurance  “discourages  that  providence 
and  foresight,  the  encouragement  of  which  ought  to  be  an  object  with  all 
prudem  governments”  and  “seeing  the  vast  importance  of  insuram*e,  it 
may  w dl  be  doubted  Avhether  it  ought  to  be  charged  with  any  duty, 
howeve  ■ slight,”  With  jiarticular  reference  to  taxation  of  insurance  in- 
terests in  this  country,  the  subject  was  discussed  in  an  able  treatise 
thirty-f:mr  years  ago  by  S.  Aforton  Peto,  according  to  whom  “A  tax  on 
insuran  ■'e  is  a tax  not  only  upon  industry,  biit  upon  prudence  and  fru- 
gality, and  the  American  system  seems  to  be  far  worse  than  that  of 
which  A C have  been  so  long  complaining  in  Great  P.riiain,”  and  yet  the 
conditi(  ns  confronting  insurance  (‘onqAanies  to-day  are  vastly  more  seri- 
ous tha  1 they  were  under  the  war  conditions  of  the  early  sixties. 


THE  PPACTICE  OF  LIFE  IXSFKAXf’E  TAXATIOX. 


Tilt  ]irat*tice  of  life  insurance  taxation  is  a matter  so  iimdved  and 
complicited  by  local  conditions,  varying  with  the  ditferent  states,  and 
(‘ven  w th  the  municipalities,  in  Avhich  the  coni])anies  operate,  that  it 
would  (onsume  most  of  my  time  to  touch  iqion  even  the  most  general 
facts  as  they  ])ertain  to  this  branch  of  my  inquiry.  It  is  the  general  prac- 
tice of  s ates  to  imjtose,  first,  the  general  ])roperty  tax  upon  the  real  estate 
and  ])cr  onal  })roj)erty  of  tlie  comjAanies  within  the  reach  of  the  tax  assess- 
or. Thi^  tax  in  1899  formed  about  15  per  cent,  of  the  total  amount  paid  in 
taxes  lu  the  company  with  which  I am  connected.  To  this  tax  there  has 
never  bi  en  any  serious  objection  on  the  part  of  life  insurance  companies, 
the  bur  len  being  considered  a proper  one  as  a just  contribution  toward 
the  gen  wal  cost  of  state  government.  P>y  far  the  most  important  tax 
item  is  he  tax  on  premium  income,  which  may  vary  from  one  to  three 
per  cent  , according  to  the  state  in  Avhich  the  company  transacts  business. 
In  W99  he  company  with  which  I am  connected  paid  about  44  per  cent. 
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of  its  taxes  on  this  account.  Tliis  tax  on  premiums  is  an  unjust  l)urden 
u[)on  tlu‘  business,  and  is  both  inexcusable  and  unscientific.  4'lie  tax  falls 
alike*  upon  new  jiremiums  for  risks  just  incurred  and  upon  rencAval 
pi*t‘miums  on  i*isks  assumed  years  ago.  You  can  readily  see  that  i*isks 
assumed  \ears  ago  were  (‘ahnilated  to  produce  a certain  result  on  the  as- 
sumption of  a know  n juoi’tality  and  4 per  cent,  interest.  The  imi)Csition 
of  taxes  upon  such  payments  must  needs  decrease  the  return  to  policy- 
lu)Iders,  and  increase,  in  consequence,  the  cost  of  insurance.  11  carried 
to  the  exti'eme,  especially  in  tlie  case  of  companies  which  issue  only  non- 
partiei]>ating  policies,  it  is  possible  that  the  companies  may  ultimately 
be  unal)le  to  meet  tlieir  obligations  in  consequence  of  a policy  on  the  part 
of  the  state  which  is  as  unwise  as  it  is  unnecessary. 

'J'he  ])ractice  of  taxing  premium  receipts  Avas  ably  referred  to  in  a 
recent  article  in  the  Xew  York  Evening  Post,  as  follows: 

"It  is  a fundamental  princii)le  of  social  science  that  the  insurance 
contract  itself  ought  to  be  free  from  taxation.  Taxation  ought  to 
be  on  property,  on  production.  Insurance  contracts  produce  nothing. 
If  any  tax  is  imposed  on  insurance  companies  or  insured  })crsons  as 
such,  it  sliould  be  imposed  on  tlieir  property  and  not  on  their  con- 
tract. Tlic  taxation  of  jiremium  receipts  is  utterly  unscientific.  It 
has  no  basis  of  credit  in  the  ultimate  distribution  of  the  tax.  The 
lical  effect  of  it  is  seen  by  a calculation  of  what  a policy  of  life  insurance, 
running  thirty  or  forty  vear.s,  will  amount  to  at  the  end  of  the  term  if 
Tlie  premhinis  tiotually  paid  are  aeeiiinulated  at  compoinid  interet^t,  ;nid 
what  it  will  amount  to  in  case  the  jtreiniuins  before  aecmnulation  are 
diminished  by,  say  a 3 per  cent.  tax.  Any  one  making-  such  a calculation 
would  be  startled  by  the  result.  A tax  of  3 per  cent,  on  a premium,  when 
it  comes  to  a linal  settlement  in  the  payment  of  policies,  amounts  to  an 
enormous  burden  on  the  widows  ami  orphans  of  deceased  policyholders, 
far  beyond  the  tax  levied  on  any  other  species  of  projicrty  in  the  eom- 
mnnity.” 

The  third  item  of  most  iinportanee  is  the  tax  on  surplus,  which 
forms  about  13  jter  cent,  of  the  total  taxes  paid  at  the  pre.sent  time.  Tills 
tax  is  subject  to  the  same  criticism  as  the  tax  on  ])remiums,  in  that  it 
is  both  nnscientifie  and  unjust,  being  in  fact  in  the  direction  of  an  im- 
jiairment  of  the  contraet  obligations  of  the  companies  wliieii  have  agreed 
to  pay  a sum  certain  under  conditions  which  did  not  presuppose  the  sub- 
sequent imposition  of  heavy  taxes.  As  you  know,  a eempany  depends 
for  the  fulfillment  of  its  obligations,  Hrst,  upon  a normal  mortality; 
second,  upon  the  realization  of  4 jier  cent,  interest  on  its  investment. 
Tlie  gradual  decline  in  interest  rates  have  made  it  necessary  for  most 
of  the  American  companies  to  heneefortli  ealeulate  their  premiums  on 
a 3 per  cent,  basis,  and  there  has  been  in  eonseqiienee  an  increase  in 
rates  during  recent  years.  1 doubt  if  this  change  in  rates  would  have 
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licfii  lu  (.'t’Sbarv  il  the  matter  ot  state  taxalkai  luul  reiiiaiuetl  the  (‘(aii- 
parativi  ly  unimportant  item  it  was,  even  as  recent  as  ten  years  ago. 
This  po  lit  \\as  recognized  as  early  as  in  18.'),'),  when  in  an  article  entitieil, 
".'-tlionii  l.ife  Insnranee  Companies  be  Taxed,'  the  Insnranee  Monitor 
of  .New  York  (p.  IS)  said: 

■‘Tl  e prineiph'  of  insurance  on  lives  supposes  the  average  duration 
of  life  U)  be  an  ascertained  fact,  and  that  a given  ijrcmiinii  annually  in- 
vested uul  eomponnded  at  a given  I’ate  ot  interest  will  produce  the 
amount  called  for  by  the  policy. 

‘■\V  latever,  therefore,  disturbs  the  rate  of  aeeumuiation  must  atl’eet 
the  res  ilt,  and  a company  whose  engagements  require  ,$Un),00()  to  be 
annual] V invested  at  (i  per  I'cnt.  will  at  the  eml  ol  thirty-one  years 
(the  av ‘rage  duration  of  policies)  show  a detieieney  of  $1,000,UU(),  in  ease 
its  aeci  mnlations  be  taxed  1 per  cent.  Taxation  is  therefore  fatal  to  the 
luisiness  of  life  insurance  in  this  state.” 

Tin  fourth  item  in  direct  taxation  is  new  happily  a matter  of  history 
onlv,  that  is,  the  internal  revenue  tax  on  new  insurance  contracts,  im- 
jiosed  i nder  the  war  revenue  act  of  IS'JS.  Under  this  law  ordinary  insur- 
ance erntracts  were  charged  a stamp  tax  of  t'O  cents  per  $1,000  of  insur- 
ance, V hile  iiulustrial  contracts  were  charged  40  per  cent,  of  the  first 
weeklv  jiremium.  This  tax  formed  111  per  cent,  of  the  total  taxes  paid 
oy  our  company  during  the  year  IS'JO,  and  in  the  aggregate  amounted 
to  alnn.st  $100,000.  A more  unscientitic  and  inequitable  as  well  as  nn- 
necessarv  tax  was  never  levied  than  this  additional  burden  iq)on  an  in- 
terest ilready  taxed  beyond  the  point  of  sulferance.  It  was  imposed 
upon  t le  companies  under  the  enormous  stress  of  wtir  conditions,  but 
even  n ider  conditions  of  jicace  the  Senate  submitted  to  its  repeal  only 
in  cfvnierence  committee.  Those  who  are  interested  in  .ne  snbject  and 
who  m IV  wish  to  trace  the  error  which  nnderlies  nearly  all  the  insurance 
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taxatioi  in  this  country,  namely,  complete  ignorance  of  the  nature  of 
the  bu  iness  and  the  effect  of  taxes  upon  vested  rights  and  obligations, 
should  read  the  debates  of  Congress  on  the  reduction  of  the  war  revenue 
ta.x,  Ftbrnary  G,  1901.  (Congressional  Ilecords,  Yol.  04,  Mo.  47,  p.  2194, 
et  seq.’ 

Wt  now  come  to  taxes  upon  the  companies  which  are  in  the  nature 
of  exp  uses  for  state  .supervision  and  license  fees.  1 have  called  these 
ex])ens  ‘s  taxes,  since  as  a matter  of  fact  they  are  a tax  upon  the  interests 
of  life  nsnrance  companies,  but  opinions  may  differ  as  to  whether  these 
items  Mionld  properly  be  considered  taxes  in  the  true  sense  of  the  word. 
For  stf  te  supervision  and  license  fees  the  Prudential  Insurance  Company 
])aid  about  S per  cent,  of  all  its  taxes  during  the  year  1S99,  or,  in  round 
figures  $:;4.1)00.  The  direct  burden  of  this  tax  is  less  than  the  indirect 
burden,  since  in  consequence  of  this  sj'stem  of  state  supervision  the  gen- 
eral expense  account  of  the  companies  has  been  materially  increased  on 
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account  of  increased  clerical  expense  for  the  compilation  of  data  not  re- 
(juired  for  office  ])urposes  and  of  practically  no  value  or  interest  to  the 
general  public,  hew  state  commissioners  remain  lone*  enough  in  ollice 
to  gai^^  personal  exjjerieiice  to  be  of  value  to  the  insuring’  public,  and 
seldom  possess  actuarial  or  other  insurance  experience  to  make  their 
re(*ommendations  useful.  Hence  the  cost  of  state  supervision  and  the 
implied  office  expense  is  in  itself  an  item  of  considerable  magnitude  im- 
])osed  upon  the  companies  in  addition  to  the  taxes  already  referred  to. 

Let  me  illustrate  tliis  i^oint  in  a little  more  detail.  In  tlie  state  of 
Xew  Jersey  life  insurance  com])anies  pay  first  a tax  of  per  cent,  on 
their  total  premium  income,  and  in  addition  a tax  of  1 })cr  cent,  on  sur- 
])lus.  Xow,  in  states  'which  tax  premiums  collected  within  the  state,  an 
additional  tax  of  from  1 to  11  per  cent,  may  be  collected,  as,  for  instance, 
in  the  case  of  Kentucky,  where  the  local  state  tax  is  2 per  cent,  on  premi- 
ums collected  within  the  state.  Thus  the  same  premium  income,  already 
taxed  once  in  Xew  Jersey,  is  made  s\iV)ject  to  a second  tax  in  the  state 
of  Kentuckv,  but  in  addition  there  is  in  force  in  that  particular  state  a 
law  nnefer  which  the  city  of  Louisville  collects  a further  tax  from  life 
insurance  companies  equal  to  2i(,  per  cent,  of  the  ])remiums  on  premitim 
collected  in  the  city,  inqvosing  thus  a third  tax  njion  the  same  item  of 
premium  income.  Ihit  this  is  not  all,  there  have  been  paid  in  addition 
fees  for  state  supervision,  valuation,  filing  of  certificates,  etc.,  and  licens»> 
fees  for  ag'ents.  all  of  which,  of  course,  must  come  out  of  the  premium 
income  derived  from  local  business,  and  all  of  which  will  be  charged 
against  the  business  transacted  in  the  state  of  Kentuckv'  as  an  ex]iense. 
Even  this  is  not  all.  After  the  various  charges  have  been  met  and  have 
been  deducted  from  the  premiums  received  there  would  be  an  additional 
tax  on  the  remainder,  if  invested  in  local  real  estate,  and  under  the  recent- 
ly repealed  war  revenue  act,  there  would  have  been  an  internal  revenue 
tax  of  SO  cents  per  $1,000  of  new  insurance.  Thus  we  have  it  that  in  this 
state,  on  a premium  of,  say  $02. (IS,  at  age  40,  for  a whole  life  policy  of 
$1,000.  the  company  would  have  to  ]iay.  first  SO  cents  as  the  internal 
revenue  tax;  second,  11  cents  as  a local  state  tax  in  Xew  Jersey;  third, 
(i,-)  cents  as  a local  state  tax  in  Kentucky:  fourth,  S2  cents  as  local  mu- 
nicipal tax  in  Louisville,  Ky.:  a total  of  $2.3S.  or  etpial  to  7. .3  per  cent, 
of  the  ]ireminm  paid. 

THE  ETMIUEX  OF  LIFE  IXSURAXCE  TAXATIOX. 

T have  already  .Mated  that  at  the  present  time  the  life  insurance  com- 
))anies  of  this  country  pay  annually  in  excess  of  six  and  a half  million 
dollars  for  taxes,  licenses  and  fees,  a vast  sum  which,  \inder  normal  con- 
ditions. would  go  toward  a material  reduction  in  the  cost  of  insurance  (sr 
reduction  in  premium  rates,  but  which,  to  the  contrary,  luivc  been  in- 
creased in  consequence  of  an  unwise  and  unwarranted  policy  on  the  ]iart 
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of  statt  s evei'  ready  to  impose  additional  taxes  upon  an  interest  already 
overtax  'd.  On  tlie  basis  of  the  annual  premium  ineome  of  all  the  com- 
panies n ISia,  tlie  Taxes  paid  were  equal  to  2.22  per  cent.  If  a compari- 
son is  1 lade  witli  the  year  18t)0  it  ai>pears  that  there  has  been  a material 
increas  \ actual  as  well  as  relative,  in  the  amount  and  ]iroportion  of  taxes 
])aid  b>  the  companies.  In  1890  the  companies  paid  $1, 754,000  in  taxes, 
ecpial  t ) 1.42  ]>er  cent,  of  the  i)remium  iTtcome,  a^£>'ains1  $0,500,000  in  1899, 
ecpial  t > 2.22  jier  cent,  of  the  premium  income.  In  other  words,  the  com- 
])anies  n 1899  paid  $2,228,000  in  excess  of  what  they  w'ould  have  paid  had 
the  tuN  rate  cf  1890  prevailed  during  the  year  1899. 

A dill  more  pertinent  illustration  of  the  btirden  of  life  insurance 
taxatio  ^ is  found  in  a comparison  of  the  sums  paid  out  in  taxes  with  the 
sums  ] aid  out  in  dividends  to  the  policyholders.  The  term  “dividends 
in  life  insurance  is  misleading,  but  common  usage  has  so  adapted  the 
Term  t > the  business  that  it  is  now  difficult  to  invent  a new  one.  As  a 
rule,  where  the  term  “dividend”  is  used  in  life  insurance  transactions, 
the  ref  u-ence  pertains  to  a sum  of  money  which  has  originally  been  paid 
as  a p-emium,  but  which  subsequent  experience  proved  not  to  be  re- 
quired. Such  dividends  accrue  in  consequence  of  a favorable  mortality 
ex])erimce.  of  a lower  expense  rate  than  w'as  originally  assumed  neces- 
sary. a ul  occasionally  in  consequence  of  a higher  rate  of  interest  earned 
tlian  tl  e expected  rate.  Such  dividends,  then,  are  not  profits  in  the  ord- 
inary ^ense  of  the  w'ord,  and  this  fact  was  early  recognized  by  l\tr.  John 
T.  Lewis,  internal  revenue  commissioner  in  1893,  who,  in  his  report  that 
year  t(  the  secretary  of  the  treasury,  made  a strong  plea  for  the  repeal 
of  The  law  tiixing  The  dividends  of  life  insurance  companies.  How  far 
The  Taxes  ])aid  bv  life  insurance  companies  affect  the  dividend  paying 
ability  of  the  com])anies  is  made  clear  by  the  fact  that  to  every  $100  paid 
in  divi  lends  in  1819  there  were  $20.70  ]raid  in  taxes.  In  other  w'ords, 
had  th  u’c  been  no  taxes  the  decrease  in  the  cost  of  life  insurance  w’ould 
liave  1 ecu  iiuM’eased  ])\  more  than  20  ])er  cent.,  and  policyholders  re- 
ceiving $100  in  dividends,  usually  a]iplied  to  a reduction  of  the  premitim 
( 1-  for  the  purchase  cf  additional  insurance,  would  have  received  $120 
had  Th  *re  been  no  tax  upon  the  interests  of  life  insurance  companies. 

Hr  efly  summarized,  the  facts  pertaining  to  the  Taxation  of  life  in- 
surance conqTanies  may  be  stated  as  follows: 

()i  t t)f  e\erv  $100  received  in  ])remiums  in  1899  $2.22  was  paid  out 

In  tax*  s. 

To  every  $100  ])aid  to  policyholders  in  1899  $1.10  was  paid  in  taxa- 
tion cu  license  fees. 

To  every  $100  ]iaid  in  death  claims  in  1899  $5.70  was  paid  in  taxation 
or  lice  ise  fees. 

4'c  every  $100  paid  in  dividends  lo  pt)licyholders,  largely  for  the  pur- 
pose cf  reducing  the  c*ost  of  insuraiu*e,  $20.70  \vas  ]>aid  in  taxation  ot 
license  fees. 
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'J'he  percenlaj^e  of  taxation  to  premium  ineome  lias  inereased  from 
$1.4-2  in  1S90  to  in  1S9U. 

The  ratio  of  taxation  to  dividends  to  policyholders  has  inereased  from 
I,').:)  in  l!'9t)  to  :10.T  in  1S99. 

It  is  clearly  indicated  by  these  facts  that  the  burden  of  taxation 
\veig-hs,  indeed,  most  heavily  upon  life  insurance  companies  in  the  specitic 
direction  of  efforts  tending’  by  eeoncmic-al  management  and  careful  se- 
lection to  reduce  the  cost  of  insurance  by  dividends  to  ]iolieyholders. 
Praetieallv  e^ery  dollar  paid  in  taxation  or  license  fees  would  naturally 
be  retni’ned  to  ])o!ieyholder.s  as  dividends,  mostly  used  for  the  puijtose 
of  reducing  the  premiums,  and  in  the  experience  of  the  Prudential  this 
would  have  more  than  doubled  the  amounts  returned  to  policyholders  in 

this  manner. 

The  increase  \\hieh  has  taken  place  during  the  last  decade  in  the 
ratio  of  taxes  to  premium  ineome  is  still  more  clearly  brought  out  if  we 
eomiiare,  or  rather  enntrast,  the  increase  made  by  the  companies  in 
])remium  ineome  with  the  increase  in  the  total  amount  paid  in  taxation 
or  license  fees.  During  the  ten  years,  1S90-99.  the  premium  income  of 
American  insurance  companies  increased  S,!  ]ier  cent.,  while  the  amounts 
]iaid  in  taxation  or  license  fees  increased  at  the  rate  of  18S  per  cent.  In 
other  words,  to  every  1 per  cent,  of  gain  in  premium  ineome  or  growtn 
of  the  insurance  hnsiness,  there  has  been  an  increase  of  2.2  ]ier  cent,  in 
taxation,  or  burdens  tending  to  materially  hinder  the  greatest  possible 
development  of  life  insnranee  in  this  country. 

Pmt  perhaps  the  most  serious  aspect  of  the  tax  question  is  indicated 
in  the  comparison  of  tax  ])ayments  with  the  interest  earnings  cf  the 
eonqianies.  'With  com])anies  established  for  many  years  this  matter  is 
not  of  quite  so  much  importance  as  it  is  to  companies  recently  organized, 
or  which  are  comparatively  new  in  the  business  of  writing  ordinary  in- 
surance. While  the  total  income  of  all  the  .Vmerican  life  insurance  com- 
panies from  interest  and  rents  was  $7ri.:.nO.n0O.  the  taxes  paid  during 
-^vero  $ri.."fln.000.  re])resenting  S.8  j)er  cent.  Put  for  the  Prudential 
this  ]H>reentage  of  taxes  to  interest  income  was  mneh  higher  and  out  of 
$l.,").'jT.0t!fl  received  in  interest  and  rents,  $149,000  or  29  ]ier  cent.,  was  paid 
out  in  tuxes  and  license  fees.  It  has  already  heecme  necessary  for  many 
eomj)anies  to  calculate  their  ])remimns  on  a It  per  cent,  basis  anil  an  in- 
crease in  premium  rates  has  been  made  necessary  because  it  is  at  present, 
and  will  probably  be  for  many  years,  impossible  to  realize  the  high  rates 

cf  interest  obtainable  in  the  ])ast. 


THE  IXCIDEATE  OF  LIFE  IXSUR.\XCE  TAXATION. 

The  ineiclenee  in  general  taxation  has  properly  been  culled  “the 
vexed  question  in  finance,”  and,  in  the  words  of  Mr.  Mayo  Smith,  Who 
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really 
upon 
to  tlii 
ineide 
lioldei 
tlie  ]M 
t liese 


[)a\\s  the  tax?  Tlie  person  on  \\lioni  it  is  levied  or  some  other  person 
\liom  tlie  original  sufferer  can  roll  off*  the  burden?'’  The  answer 
(piestion  ^\ith  jjarticnihir  referem*e  to  lil‘e  insuranee  is  that  the 
lee  of  life  insuranee  taxation  umpiestionably  falls  upon  the  poliey- 
even  thcu<jfh  the  eomjiany.  as  the  representative  or  trustees  of 
lieyliolders,  ]jays  the  tax  in  the  first  instanee.  More  than  once  in 
remarks  I lia^e  ealled  attcnition  to  the  fact  that  the  progress  o1 


the  1)1  siness  has  been  hindered  and  tliat  the  c*ost  ot  life  insurance  has 
been  i laterially  increased  because  of  a system  of  taxatiori  ^vhich  is  both 
faulty  in  theory  and  vicious  in  |)racti(*e.  1 can  not  do  lietter,  liowever, 
than  incorporate  in  these  remarks  a few  words  from  an  able  article  on 
the  SI  bject,  which  appeared  in  the  Ittsuran(‘C  (’ritic  under  date  of  De- 
cember, 1000. 

‘k’  tax  on  the  company  is  really  a tax  on  the  polit*yhclders  who  fonn 
the  ccinjiany.  and  is  paid  only  by  them.  This  is  obvious,  if  it  is  consid- 
ered tliat  a company  lias  no  otlicr  fund  than  the  proceeds  of  the  pre- 
mium; ])aid  in  by  its  ])olicyhoIders.  and  as  the  tax  must  be  paid  out  of 
this  sole  fund  the  consequence  is  that  the  cost  of  the  insurance  to  the 
poliiw  lolders  is  correspondingly  increased.  Tliis  may  be  demonstrated  as 
follow  The  premium  paid  by  the  policyholder  is  based  on  tw^o  things 
-the  issmnption  of  a rate  of  probable  mortality,  and  the  assumption  of 
a probable  rate  on  interest  on  that  part  of  the  ])remium  which  is  the 
reser\  X or  laid  aside,  for  the  payment  of  future  losses.  To  this  some- 
thing* is  added  as  a provision  for  expenses  in  conducting  the  business, 
'rhese  things  cover  the  normal  cost  of  the  insurance  to  the  policyholders. 
If  the  actual  ex]ierience  as  to  mortality,  rate  of  interest  or  expense  is 
more  ^a^orable  than  the  assunpition,  whatever  is  left  is  surplus  and  is 
returi  ed  to  tlie  ])olicyholder  as  an  over])ayment,  unless  insured  on  the 
non-]);  rtici];ating  plan.  Any  tax  ]iaid  by  tlie  company  comes  out  of  that 
snrph  s.  if  there  is  any.  Tt  makes  the  return  to  the  policyholder  just  so 
inucli  less,  and,  consequently,  makes  the  cost  of  his  insurance  just  so 
much  more." 

li  a similar  manner  the  Aew  York  kbening  Tost  of  December  7, 
1000,  -eferred  to  the  fact  that  the  war  tax  on  life  insurance  was  paid 


by  th  ‘ jiolicyholders  of  the  company. 

'‘All  hough  this  tax  was  nominally  paid  by  the  insurance  companies, 
it  was  in  fact  paid  by  the  policyholders.  This  is  an  enormous  tax  on  the 
frugal  and  provident  men  who  wish  to  invest  their  savings  in  insurance 
policies  for  the  benefit  of  their  families  when  death  shall  deprive  them 
1 f hudiand  and  father.  Tt  operates  as  a penalty  on  the  prudence  and 
Thrift  which  alone  seek  this  form  of  trust  investment,  and  which,  in- 


stead of  being  taxed  with  this  o)Ti)ressive  burden,  should  be  as  far  as 
]iossil  !e  festered  and  encouraged.” 

T le  same  point  was  brought  out  in  the  congressional  debates  on  the 


j 

; 


1] 


repeal  of  the  war  revenue  ael  of  Ife'Js,  when  the  eliairnian  of  the  eom- 
niittee  in  eharge  of  the  bill  saiil:  “i  hen  w e yo  a step  furthei’  and  take 
the  stamp  tax  off  insuranee  policies.  This  latter  tax  is  paid  almost  en- 
tirely by  the  man  wlio  receives  the  insurance,  the  man  wTio  pro\ides 
for  the  future  of  ids  family  in  the  e\ent  of  his  death  l)y  securing'  a life 
insurance  or  in  providing  an  indemidty  for  the  lamily  in  case  the  home 
shoultl  burn  down,  w as  forced  to  pay  this  tax.  Hence  the  repeal  of  a law 
which  in  the  fir.st  instance  should  never  have  been  placed  on  the  statute 
l)ook,  in  plain  recognition  of  the  plea  for  simple  justice  that  tno.se  wuo 
have  voluntarily  undergone  privation  and  self-denial  for  the  purpose  ol 
obtaiidng  econondc  freedom  for  otliervvise  dependent  .survivors  should  not 
be  taxed  a second  or  a third  time  for  the  ulterior  purposes  of  the  state. 
.V  tax  on  life  insurance,  as  thus  paid  by  the  policyholders,  is  not  a tax 
on  their  property,  but  on  their  losses,  and  no  more  justifiable  than  a tax 
on  a house  after  it  has  burned  to  the  ground.  To  my  way  of  thinking, 
the  hope  for  reform  in  life  insurance  taxation  lies  in  the  direction  of  a 
true  appreciation  and  clear  comprehension  of  the  incidence  of  the  tax 
and  the  general  recognition  that  this  incidence  can  not  be  and  is  not 
shifted  from  the  policyholder  upon  the  shoulders  of  any  one  else  more 
able  to  bear  the  burden. 

Hence  my  urgent  plea  that  this  subject  of  life  insuranee  taxation 
receive  your  most  serious  consideration  to  the  end  that  the  present 
tendenev  to  increase  the  already  heavy  tax  Inu'den  of  the  companies  bt“ 
checked  and  a gradual  decrease  in  the  present  lax  rate  be  brought  about. 
This  plea  is  based  on  the  fact  that  the  annual  taxes  now  exceeding  six 
and  a half  million  dollars  fall  with  undue  severity  upon  a class  of  people 
than  whom  none  are  more  deserving  of  the  most  careful  consideration 
on  the  jvart  of  the  state,  a class  of  })eoj)le  who  in  the  lai'ge  majority  of 
individual  cases  have  undergone  an  almost  inconceivable  amount  of  self- 
denial  for  the  sole  jvurjvose  that  those  near  and  dear  wh.o  are  to  live  after 
them  may  live  live.s  free  from  the  taint  of  state  aid  or  private  charitv . 
To  tax  this  class  of  people,  the  policyholders  of  life  insurance  companies, 
is,  in  the  words  of  Charles  Snmner,  "A  tax  upon  a tax,”  and  in  his  em- 
phatic language,  “consequently,  barbarism.”  "Increased  taxation,”  he 
said,  “comes  ont  of  the  thousands  of  policyholders,  and  not  from  the  com- 
panies’ officers,  as  is  often  ignorantly  assumed.” 

As  I have  stated  on  the  outset,  it  has  been  my  object  in  addressing 
to  yon  these  remarks  to  call  yonr  attention  to  a neglected,  yet  most  im- 
portant, phase  of  the  general  problem  of  taxation  of  this  country.  I 
have  refrained  from  making  specific  recommendations,  being  more  anx- 
ious to  have  the  subject  fully  considered  by  competent  and  disinterested 
experts  in  the  same  manner  as  expert  attention  has  been  given  to  the 
inheritance  and  other  special  tax  features  of  modern  fiscal  systems.  The 
field  is  a most  inviting,  and,  I need  hardly  assure  you,  a most  promising 
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one,  1)1  t il  is  necessary  tluit  those  who  may  take  np  this  cpiesion  should 
at  the  eanie  time  take  into  aeeount  the  geiu'val  subject  of*  life  insurance  in 
its  rela:ion  to  public  \velfare.  To  (‘onsider  tlie  one  subject  without  eon- 
siderin  »’  the  other  would  produce  results  of  little  value.  Complex  as  the 
(piesticn  of  life  insurance  taxation  is,  and  eqtuilly  complex  as  is  the  J^'en- 
tu’al  su  )ject  of  life  insuram*e  tinance,  the  task  is  by  no  means  as  didieult 
and  ho  )eless  as  a])j)ears  at  first  imiiressiou,  and  every  contribution  toward 
a Tuore  intellii'’ent  (*om])rehensiou  of  the  jiroblem  and  its  ultimate  sobitiou 
will  b(  welcomed  by  those  who  have  the  best  interests  of  the  policy- 
holdeis  at  their  heart. 
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STATISTICAL  APPENDIX. 

T. 

Taxation  of  Tife  Insurance  Companies  — Ratio  of 
Taxes  to  Premium  Income— All  American  Com- 
panies. 


Total  Premium 

Total  Payments 

Percentage  Paid 

Income. 

in  Taxes  and 

in  Taxes. 

License  Fees. 

1890  

. $1, IS, 069, 250  

$2,249,148  

1.42 

1S91  

172,955,183  

2,535,139  

1.47 

1892  

. 184.526,183  

2.760,717  

1.50 

1893  

. 196,970,898  

3,060,664  

J894  

. 209,641,725  

3,438,118  

1.64 

1895  

. 219,713,308  

2,741,222  .... 

1.70 

1890  

. 227,969,303  

4,133,184  

l.Sl 

1897  

. 243,347,949  

1.80 

1898  

. 257,655,158  

5,122,883  

1.99 

1899  

. 291,812,264  

6,482,169  

0 oo 

1900  

. 324,723,954  

7,313,054  

2.25 

11. 

ixation 

of 

Life  Insurance  Companies 

— Ratio  of 

Taxes 

to  Payments  to 

Policyholders- 

-All  Amer- 

ican  Companies. 

No. 

ofCo’s.  Total  Payments 

Total  Payments 

Tax  to  every  $100 

to  Policyholders. 

in  Taxes  and  Fees. 

to  Policyh’rs. 

1890  

50 

$90,007,819  ... 

$2,249,148  ... 

2.5 

1891  

53 

....  97,026,344  ... 

2,535,139  . . . 

2.6 

1892  

54 

104,506,880  ... 

2,760,717  ... 

2.6 

1893  

56 

112,658,941  ... 

3,060,664  . . . 

2.7 

1894  

50 

118,123,24  7 ... 

3,438,118  ... 

2.9 

1895  

50 

....  125,136,443  ... 

3,741,223  ... 

180G  

0 t 

....  136,179,008  ... 

4,133,184  ... 

1897  

56 

139,405,708  . . . 

4,378,595  . . . 

1897  

56 

139,405,708  ... 

4,378,595  . . . 

. 3.1 

1898  

60 

116,^01,522  ... 

5,122,883  ... 

1899  

69 

159,987,686  ... 

6,482,169  ... 

1.1 

1900  

76 

168,687,601  . . 

7,313,054  . . . 

4.3 

14 


HI. 


Xaxa  tioii  of 

the  Prudential 

Insurance 

Company  — 

] ratio  of  Taxes  Paid  to  Total  Payments  to  Policy- 

Holders. 

'rotal  I’ayments 
to  Policyholders. 

'I'otai  Payments 
in  Taxes  and  Fees, 

Tax  to  every  $100 
Pd.  to  Policyh’s. 

lS<i)  

...  $1,754,898  

. . . $70,594  

4.0 

1861  

. . . 2.105,302  

. . . 90.830  

4.3 

1 89  2 

. . . 2,539,657  

...  108,3>61  

4.3 

189  1 

. . . 2,916,207  

...  137,508  

4.7 

18U  

. . . 3.237,195  

...  158,192  

4.9 

1^9)  

. . . 3,915,491  

...  195,117  

5.0 

1816  

. . . 4,406.517  

...  211,528  

4.9 

\<{7  

. . . 4,986,776  

...  253,670  

5.1 

1818  

. . . 5,389,103  

...  328.836)  

6.1 

1811)  

. . . 6,25(>,64r>  

. . . 118,855  . . . . 

7.2 

19(  0 

. . . 7.200,453  

. . . 529,587  

7.4 

TV. 

Taxation  of  Life  Insurance  Companies  — Ratio  of 


Taxes  to  Death  Claims. 

Payments  in 
Death  Claims. 

Payments  in 
1 axes. 

Taxes  Paid  to 
every  $100 
Paid  in  Claims. 

18i  ) 

$2,249,000 

4.4 

18*  ] 

2,535,000 

181  2 

63,874,110  

2,760,000 

4.3 

66,610,984  

3,060,000 

4.6 

1^1  4 

69,300.675  

3,438.000 

5.0 

18C5 

73,104.298  

3.741,000 

5.1 

1 (■) 

77,295,107  

4,133.000 

181  7 

78,593,359  

4,:i78,000 

5.6 

IM'8 

82.659,450  

5,122,000 

6.2 

181  9 

96,219,587  

6,182.000 

6.7 

19t ') 

100,721,179  

7,314,000 

7.3 

j 


lo 


Xaxation  of  Life  Insurance  Companies  — Ratio  of 
Taxes  to  Dividends  to  Policyliolders. 


1890  

Total  Dividends 
to  Policyholders. 

814,512,917  

Total  Payment  in 
Taxes  and  Fees. 

. . $2,249,148  

Taxes  Paid  to 
Every  $100  Paid 
in  Dividends. 

1891  

14,203,855  

..  2.535,139  

17.8 

1892  

14.(i5*^Y78  

..  2,760,717  

IS. 8 

1893  

15,092,892  

, 3,060,661  

20.3 

1894  

14,811,781  

..  3>,43S,118  

OQ  O 

1895  

15,139,834  

..  3,741,223  

21.2 

1896  

17,216,067  

. . 4,133,184  

21.0 

1897  . . . . . 

18,538,827  

. . 4,378,595  

23.6) 

1S9S  

20.024,746  

..  :),i22.S8;i  

25.6 

1899  

21,368.316  

. . 6,482,169  

30.3 

1900  

22,859,902  

. . 7,313,902  

32.0 

Comparative  Percentage  of  Premium  Income  and 
Tax  Payments,  I890-1899  — All  American  Life 
Companies. 

rremium  Tncoine,  1S90  $158,069,000 

rremium  Income,  1S99  291,812,000 

Increase  in  Ten  Years  133,772,000 

Percentaire  of  Increase  84. 0 


Payments  of  Taxes  and  License  Fees,  1890  $2,249,000 

Payments  of  Taxes  and  License  Fees,  1899  6,482,000 

Increase  in  Ten  Years  4,233,000 


Percentage  of  Increase 


o 

00 . 


YII. 

Comparative  Percentage  of  Premium  Income  and 
Tax  Payments,  1890-1899  — The  Prudential  In- 
surance Company. 

Premium  Income,  1890  $5,C)36,000 

Premium  Income,  1899  19,028,000 

Increase  in  Ten  Years  13,392,000 

Percentafre  of  Increase  237. (i 

Payments  of  Taxes  and  License  Fees,  1890  $70,594 

Payments  of  Taxes  and  License  Fees,  1899  448,855 

Increase  in  Ten  Years  378,261 

Percentage  of  Increase  535.8 
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